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To: Membersof theCity Council,City Controller,

EmployeesandCitizensoftheCity ofHouston

From: LeeP. Brown,Mayor

Subject: AdoptedBudgetfor FiscalYear2003

This documentcontainsCity ofHouston’sadoptedbudgetfor the fiscalyearthat beginsJuly 1,
2002 and endsJune30, 2003 (“FY03”). This budgethasbeendevelopedwith the assistanceof
membersof the City Council. Although full agreementis never easywith our democratic
system,most of the highestpriorities of the Council Members have beenincorporated. In
particular, this budget includesa continuationof the current65.5 cent property tax rate, an
increasein the senior/disabledpropertytax exemptionand a continuationof thecurrentcharges
forwaterandwastewaterservice.

The FY03 budgetwasextraordinarilydifficult to develop.The primary causeof this difficulty
relatedto thegrowthin expenditures(e.g., increasesin public safetycompensation,continuation
of four-on-a-truckfirefighter staffing levels,increasesin debt service,increasesin health and
property insurancecosts and the fulfillment of my pledge to replace$50 million in street
improvementfundingpreviouslyprovidedby METRO) thathavenot beenmatchedby growthin
existingrevenues.Whencombinedwith inflation,populationgrowth,andthemoderatingofour
economy,thesecostscreateda structural imbalancebetweenrecurringrevenuesand recurring
expendituresin FY02. TheFY03 budgetis balancedwithout theuseof substantialnon-recurring
revenues.

The critical problemsthat must be facedin FY04 include (a) inadequatelong-term funding
source for drainage improvements,(b) deteriorating financial condition of our water and
wastewatersystem,exaggeratedby theuseofwaterfundsin pastyearsfor otherimportantneeds
in ourcity, and(c) inadequatecashreservesin the GeneralFund. This budgetlettersuggestsa
strategyto correctthesedeficienciesduringFY03.

Council Members: Bruce Totro Carol M. Galloway Mark Goldberg Ada Edwards Addie Wiseman Mark A. Ellis Bert Keller Gabriel Vasquez Carol Alvarado
Annise D. Parker Gordon Quan Shelley Sekula~PodriguezM.D. Michael Berry Carroll G. Pobinson Controller: Sylvia R. Garcia



OVERVIEW-ALL FUNDS

TheCity’s operatingbudgetconsistsofthe GeneralFundandnumerousEnterpriseandSpecial
RevenueFunds,including the Aviation Fund (which supportsour largeand expandingairport
system),theWaterandWastewaterFund,andtheConventionandEntertainmentFacilitiesFund.
A briefdiscussionon eachoftheCity’s operatingfunds canbe foundin this documentonPages
1-7 through1-10. Overall, the adoptedbudgettotals $2.629billion. Of this amount, $1.468
billion (56%) is forpublic infrastructureand$801.8million (31%) is forpublic safety.

GENERALFUND HIGHLIGHTS

The City’s GeneralFund is its largestfundand includesthemajority of the traditional services
performedby theCity departments.As such,decisionseffecting theGeneralFundrevenuesand
expenditurestend to be the most important to our citizens. As an example,police and fire
protection,streetwork, librariesandparksareall largelyfundedby GeneralFundrevenues.

Historical Perspective— Houston’spopulationhas grown approximately2% annually since
FY98, the last yearof the prior administration. The FY98 budget,including the $50 million
receivedfrom METRO totaled$1,132.9million or $608.43per thousandresidentsof Houston
(populationassumedto be 1,861,705accordingto the GreaterHoustonPartnershipdata).The
FY03 budget is $1,428.9 million or $695 for every thousand residents (we now have
approximately2,055,472residents).During this samefive yearperiod,inflation averaged2.7%
peryear. Adjusting the FY2003 budgetto accountfor inflation resultsin abudgetof $600.90
per 1,000 citizens,substantiallyless than in FY98. City governmentcost, in realterms, is less
percitizenthanit waswhenI becameMayor.

Nevertheless,in non-deflatedtotal dollars,theFY03 budgetis $346.5million largerthanactual
FY98 spending.Wherehasthis increasegone?The following tableprovidestheanswer:

Police andFire staffingandcompensation $162.0million
Healthandpropertyinsurance 48.1 million
Debtserviceonbondsto supportcapitalprojects 52.5 million

Thesethreecategoriesaloneexplain76%ofthenominal increase.

During my tenureas Mayor, City staff hasdecreasedin everycategoryexcept for uniformed
police and firefighters. When comparedto the populationgrowth, this decreaseis evenmore
dramatic. We areoperatingthe non-law enforcementsectorof the city todaywith 16.7%less
staffpercapitathanin FY98. This is a testamentto greaterefficiencyaswell ashardwork on
thepartofour loyal employees.

2



GENERAL FUND REVENUES

Overview - GeneralFundRevenuesareconvenientlydivided into four categories,asshownon
Table I: (1) recurring revenuescalculatedwith the assumptionof no fee increases,(2) non-
recurringrevenues,(3) revenuesexactlyoffsetby equalexpenditures(“pass-throughs”)and (4)
additional revenuesdependenton City Council action. Of therecurringrevenues,propertyand
salestaxes,and franchisefeescompriseover87%ofrevenues,and arelargelyout ofthecontrol
of City Councilunlesstaxratesarespecificallyraisedor lowered.

RecurringResourceswith No FeeIncreases- Our largestsourcesofrevenuesarepropertytax,
salestaxandfranchiserevenues,andmunicipalcourtsrevenue.Overall, thebudgetis basedon a
projectionofrevenuesequalto $1.33 million, before“passthrough”revenuessuchasthecostof
airportsecurity. This is a 3.9% increaseover expectedFY02 recurringrevenues.With the new
revenuesdiscussedbelow,revenuewill be4.9%higherthanFY02 revenue.

~pperty Tax — The adoptedbudgetcontainsarevenueestimateof$654.1million (4.7%increase
overFY02 revenue),basedon Harris County AppraisalDistrict’s projectionof a $101.2billion
tax baseandthe continuationofthe 65.5 centtaxrate. Thegrowth in thepropertytax basehas
slowed considerably(see chart below) in the most recent appraisal with an increaseof
approximately4.4%in growthcomparedto agrowthrateof between8.7%and9.6%for thepast
threeyears. Thetropical stormdamageanda generalslowing of theenergysectorhaveresulted
in thechangesweareexperiencing.
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TABLE I

2 Non-Recurring Revenues
ALP Transfer
Metro Transfer

Subtotal-Nonrecurring Revenue

20,000
10,000
30,000

0
0
0

(20,000)
(10,000)
(30,000)

Subtotal-Recurring and Non-Recurring

3 Revenue Directly Offset by Expense
lnterfund Police and Fire
Interfund Engineering
Interfund-Other
Limited Purpose Annexation

Subtotal-Revenues Directly Offset by Expense

34,678
21,635

9,912
750

66,975

40,281
24,085
14,347
5,000

83,713

5,603
2,450
4,435
4,250

16,738

Total Revenues before Fee Increases

4 Additional Revenues 0 12,955 12,955

Total Expenditures 1,379,340 1,428,863 49,523

Surplus of Revenues Over Expenditures 0 50 50

ADOPTED BUDGET SUMMARY
GENERAL FUND

($1,000)
Category

I Recurring Revenues
FY02

624,438

FY03

654,070

Difference

29,632Property Tax
Sales Tax 340,983 356,087 15,104
Electric Franchise Fees 85,751 78,200 (7,551)
Telephone Franchise 57,771 58,458 687
Municipal Courts 36,352 44,940 8,588
Ambulance Fees 17,300 18,400 1,100
Industrial Assessments 16,260 16,000 (260)
Charges forServices other than ambulance 14,889 15,132 243
Indirect Cost Recovery 14,010 15,373 1,363
Gas Franchise Fees 13,474 13,550 76
Cable Franchise Fees 10,800 8,600 (2,200)
All Other Recurring 50,337 53,435 3,098

Subtotal-Recurring Revenue 1,282,365 1,332,245 49,880

1,312,365 1,332,245 19,880

1,379,340 1,415,958 36,618

Total Revenue 1,379,340 1,428,913 49,573
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Senior/DisabledExemption— For manyyears, the City’s senior/disabledexemptionhasbeen
$34,006. This budgetincreasesthis exemptionto $40,000. City Council also establisheda
policy to increasethis exemptionby 10%in eachof thenext five fiscalyears.

Increasesin RecurringRevenueBasedonFeeIncreases- In FY01, theCity engageda consultant
to analyzethecostsofprovidingcertainservices. As a result, thisbudgetincreaseschargesfor
health,fire, police, andambulanceservicesto be morerepresentativeofthe coststo providesuch
services.Thesehigherfeesareexpectedto increaserevenuesby $5.0 million peryear.

New Fees— TheCity Counciladoptedthreenewfeeswhich areincorporatedinto thisbudget: (a)
a fee for commercialwastehaulers,(b) a fee for citizens who require additional solid waste
capacity,and(c) a fire alarmpermit fee. In total, thesefeesareexpectedto add$8.0million in
revenueto theGeneralFundin FY03.

GENERALFUND EXPENDITURES

Overview - GeneralFundbudgetedexpendituresare $1 .429 billion. This comparesto FY02
expenditurestotalingapproximately$1.376 billion; abouta 3.85%increase.When HPD, HFD
anddebtservicebudgetsareremoved,the expenditurepictureis asfollows: FY03 expenditures
areat $505.4million, asopposedto $504.3 in FY02 essentiallyunchangeddespitehigherhealth
andpropertyinsurancecosts. In essence,highermandatedcostsin public safetyanddebtservice
havebeenoffsetby lower departmentalexpenditures,asexplainedmorefully below.

DepartmentalBudgetReductionsDuringFY02 — In recognitionofthe slowing economyandthe
budgetdifficultiesanticipatedin FY03, reductionsin supplyandtravel line itemsand azero-base
approachto hiring were establishedmidway throughFY02. Ratherthanbeingallowedto hire
staff approvedin the FY02 budget,departmentdirectorswere requiredto provide additional
justification throughoutthe year, to a Position Control Committee. As a result of this step,
civilian staffingwasdecreasedsignificantly, asdemonstratedin thecharton thefollowing page.

DepartmentalBudget Targetsin FY03 — The budgettargetsestablishedfor FY03 included
further cuts, aggregating$18 million initially, as we attempted to cope with additional
uncertaintyandincreasingcostsrelatedto HPD Meet and Confer commitments,HFD staffing,
health andpropertyinsuranceincreases,debtserviceincreases,andthe final installmenton my
pledge to return $50 million to METRO. Many of the FY03 budgetsresult in service
diminishment,althoughstaff is beingreducedonly by attrition and coreservicescontinueto be
deliveredat acceptablelevels.

Certainsmall increasesweremadeto departmentalbudgetsfor the following reasons(a) to add
staff that would be chargedto CIP projectsaswe embarkon therecentlyapprovedexpanded
CIP,and(b) to addstafffor newfacilities that will openin FY03. In particular,two libraries,an
additionalkennel,asmall enginerepairshop,andafire stationare includedin thiscategory.
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Departmentswill be forced to find efficienciesand in somecasescurtail servicedelivery. For
example,mostlibrarieswill beoperatedon a one-shiftbasis,which will resultin fewerhoursof
operationperweek. Policehelicopterhourswill bereduced. I believetheseservicecurtailments
arenecessaryto allow the City to reachits goalof well-paidpolice andfire officers sufficient to
adequatelyprotectthepublic. This public safetygoalis thenumberonepriority of amajority of
the City Council andcannotbeaccomplishedwithoutmakingcertainsacrificesin otherareas.

StreetOverlayFunding— In pastyears,wehaveperformedstreetoverlaywork with City crews
in the GeneralFund and with contractcrews in the CIP. The city work generally can be
performedat a lowerbudgetarycost,giventhe existingequipmentinfrastructureat theCity. The
FY03 budgetincludesthe conversionofall overlaywork to city work in FY03 andprovidesthat
a full study,perhapsresultingin amanagedcompetition,beperformedby mid-yearto determine
our futuredirection. In FY03, this processoffersbudgetarysavingsandmoremiles of overlay
thancouldbeperformedunderthepreviousmethod.

Continuous ManagementImprovement - Several managementimprovement initiatives are
includedin the FY03 budgetandareexpectedto savean estimated$3.9million. Suchinitiatives
includeoutsourcingcertainfunctions; installationof IP telephony;and a thoroughreview of all
supervisorypositionsto revisespansofcontrol.

8,700

8,600

General Fund
Filled Civilian Positions

8,500

8,400

8,300

8,200
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TABLE II

ADOPTED DEPARTMENTAL BUDGET SUMMARY

Departments

GENERAL FUND
($1,000)

FY02 FY02
Budget Estimate

FY03
Budget Difference

Affirmative Action
Building Services
City Council
City Secretary
Controller
Finance and Administration
Fire
Health and Human Services
Human Resources
Information Technology
Legal
Library
Mayor’s Office
Municipal Courts - Administration
Municipal Courts - Justice
Parks and Recreation
Planning and Development
Police
Public Works and Engineering
Solid Waste Management

2,012 1,884
32,619 30,775
4,428 4,325

851 782
6,559 6,368

20,608 19,570
252,548 268,634

58,089 55,933
3,066 2,981

13,132 13,025
11,118 10,992
37,442 35,844

1,960 1,943
16,643 16,343
4,027 3,874

56,737 55,971
17,133 16,520

441,656 447,157
99,819 93,606
63,091 61,366

1,822
30,549

4,135
765

6,170
18,513

283,148
56,018
2,890

10,585
10,765
34,913

1,822
16,620
3,903

55,337
15,937

462,348
91,061
61,051

(62)
(226)
(190)
(17)

(198)
(1,057)
14,514

85
(91)

(2,440)
(227)
(931)
(121)

277
29

(634)
(583)

15,191
(2,545)

(315)

Subtotal Departments 1,143,538 1,147,893 1,168,352 20,459

Transfer to HEC
Reserve for Compensation
Pass Through for Limited Annexation
General Government - Other
Debt Service

0 750
58,517 58,018

169,000 169,000

0 7,763 7,763
0 10,000 10,000

5,000 4,250
59,748 1,730

178,000 9,000

Subtotal General Government 227,517 227,768 260,511 32,743

Total 1,371,055 1,375,661 1,428,863 53,202

NOTE: FY02 has been restated to include organizational changes and transfers from one
department to another after the beginning of the year.

0
0
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Compensationand Benefits - The adoptedbudget includesfunds for a modestpay raise for
civilian City employees. A 3 V2 % across-the-boardraisefor all personnelbelow grade29 anda
2% pay-for-performancepool for managersin grades29 and higher are included. Civilian
employeeshavenot had a pay raisein 29 monthsand arecurrently 27%behindthe market.In
addition, the City Council approvedchangesin the health benefit plan, which increases
employeeco-paymentrequirementsanddecreasesCity costs.

ORGANIZATIONAL CHANGES

The adoptedbudgetcontainsfourchangesin theorganizationthat will improvemanagementor
clarify ourpresentation.Thesechangesarediscussedbelow:

Separationof InformationTechnology(IT) from FinanceandAdministration - The creationof
the IT Departmentinvolvesarecognitionofan existingarrangementratherthanareorganization,
sinceno personnelareaddedandno reportingrelationshipschangeasa resultofthis budgetary
clarification.

Combinationof One-StopBusinessCenterwith Affirmative Action - Since the One-Stop
BusinessCenterno longer functions under the supervisionof the Housing and Community
DevelopmentDepartment,this functionhasbeencombinedwith Affirmative Action.

Creationofthe HoustonEmergencyFund- With theopeningofthe HoustonEmergencyCenter,
a centralorganizationstructurefor all emergencycoordinationwill betterservethepublic. The
9-1-1 EmergencyNetworkFund is beingrenamedtheHoustonEmergencyCenterFundandwill
encompassaspectsof the old 9-1-1 organization, our emergencymanagementfunction
previously budgetedin F&A, and HPD and HFD dispatchpersonnel. The new fund will
functionwith contributionsfrom theGeneralFundandfrom theCounty9-1-1 budgets.

ReorganizationoftheNeighborhoodProtectionDivision - Thechangemoves109 positionsfrom
the PublicWorks Departmentto thePlanningandDevelopmentDepartmentand eightpositions
from Public Worksto theHoustonPoliceDepartment.This changewill improveour responseto
neighborhoodissuesandallow thePublicWorksDepartmentto concentrateon its coremissions
ofstreetanddrainageconstructionandrepairandwaterandwastewaterconveyance.No costis
associatedwith thisorganizationalchange.

RAINY DAY FUND/ENDING BALANCE

The City Council adopteda policy of returningexcessinsurancereimbursementto the City’s
RainyDayFundratherthanreturningit to the WaterandWastewaterDepartment’s“Any Lawful
PurposeFund.” The estimatedincreasein the Rainy Day Fund is $14.7 million although the
exactamountwill bebasedon final arrangementswith ourinsurancecarriersandFEMA.

The GeneralFund Ending balance,including the Rainy Day Fund, is projectedto be $99.9
million, or$14.3 million abovetheFY02 estimatedendingbalance.
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ENTERPRISE FUNDSHIGHLIGHTS

StormwaterUtility FundandWaterandWastewaterFund

The adoptedbudget includes the first step toward creation of an independently-funded
StormwaterUtility Fund (formerly the Street& DrainageFund). Althoughwe havea drainage
CIP program(approvedby the voters) totaling $110 million, creationof a StormwaterUtility
Fundwill potentiallyaugmentthesefunds in theyearsto come.

I believea new funding sourceis neededif we are to makemeaningfulimprovementsin our
drainageinfrastructure. Thetwo most logical sourcesof additionalfunding areadditionaltaxes
to supportGeneralObligationdebt,or a separatefeeto supporteithera pay-as-you-gosystemor
assecurity for revenuedebt. Both strategieshavemerit, although I believe the mostversatile
approachis afeebasedonthe drainageloadimposedby eachproperty.

Accordingly, I amrequestingthe City Council considerduringFY03 the following fundamental
changein thefinancingofourwateranddrainagefacilities:

• A new fee of $3.00 permonth for residentsand greateramountsfor businessesto be
dedicatedexclusivelyto drainage;

• Reductionofthecurrent5% “franchisefee”that is currentlyremovedfrom thewaterand
wastewatersystemto fund our drainageand National Pollution DischargeElimination
System(NPDES)programto 3%,with theamountgoingexclusivelyto theGeneralFund
asreimbursementto the “owners” of the public infrastructure. The useof the money
would be determinedby the City Council during the annualbudgetprocess. I suggest
that the first use of this additional revenueshould replacethe ditch mowing work
(approximately$4 million) currently beingperformedin Fund 227, and thereafterto
build ourendingbalanceand/orto contributeto theRainyDayFund;

• Otherthanthe 3%franchisefee chargedthe Water and WastewaterFund, I proposethe
completeclosingof theALP mechanism.Thatis, all additional surplusfunding above
the 3% franchise fee to the General Fund would be reinvestedin our water and
wastewatersystem,asillustratedbelow:

Water andSewerCharges Drainagefee

WATER AND STORMWATER
WASTEWATER

FUND UTILITY FUND

All ALP All DrainageExpense

GENERAL
FUND

3%FranchiseFee
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The recommendationsabovewill provide approximately$80 million per year in funding to
improveourdrainage;approximately$15 million peryear for GeneralFundpurposes(the first
suchpurposebeing to increaseour ending balanceand our Rainy Day Fund; and provide
significant reinvestmentin our water system to lessena rate increasethat will probablybe
necessaryin futureyears.

Aviation Fund

Our aviation facilities haverecoveredwell from the eventsofSeptember11t1t~ Passengertraffic
is projectedto resumea growthpatternof 4%higherthanFY02, ayearof decline. TheAviation
Fundbudgetreflects this growth and the financial pressuresassociatedwith enhancedsecurity
levels,which will meetor exceedtheguidelinesestablishedby theFAA.

The budgetaccomplishesthe following priority objectives:secureand safe airport facilities;
continuedimplementationof expansionprogramsat Bush IntercontinentalandHobbyAirports;
continuedeffortsto expandpassengerand cargoactivity with particularemphasisonPacificRim
and Latin American countries; continueddevelopmentopportunitiesat Ellington Field; and
implementationofjob ordercontractingasapilot project for theentirecity.

ConventionandEntertainmentFund

The Convention and Entertainment(C&E) Facilities budgetreflects the continuationof our
aggressivepolicy of maintainingcity propertiesto state-of-the-artstandardsand enhancingthe
downtownarea. Economicuncertaintyhasresultedin a projectionof only a modestincreasein
hotel-motel tax revenues,the lifeblood of C&E operations. While FY02 showedrevenue
declinesdueto theflood andreductionin tourism,moregrowthis anticipatedin FY03.

JonesHall, the WorthamCenter,and all parking facilities damagedby Tropical StormAllison
werequickly restoredto full operation.TheHobbyCenterrecentlyhadits grandopening. Other
significant signsof ourprogressare the groundbreakingof the 1,200 room conventioncenter
hotel and the expansionof GeorgeR. Brown ConventionCenter.Both of theseprojectsareon
schedule.

TheConventionandEntertainmentFacilitiesDepartmentwill assumeresponsibilityin FY03 for
the City’s contractswith theGreaterHoustonPartnership,HoustonInternationalInitiatives, and
the ClearLake EconomicDevelopmentFoundation.This shift hasthe potential to createmore
collaborativemarketingopportunitiesbetweenthe local organizationsand the GreaterHouston
ConventionandVisitorsBureau,resultingin efficienciesandmorepositivemediaattention.
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SUMMARY

The budgetwas adoptedon scheduleafter activedebateby the entire City Council and the
considerationof numerousamendments.I am grateful to the HoustonCity Council for its hard
work in makingand debatingsuggestionsfor budgetaryimprovementin a professionalmanner.
Our financialcircumstancesaredifficult. However,this budgetrepresentsa solid foundationfor
adequateservicedelivery and a strengtheningof our financial posture. With the economic
downturnbehindus, I amhopefulthat thecoming yearwill becharacterizedby less uncertainty
thanweexperiencedin FY02 aswecontinueto improveourorganizationaleffectiveness.

Houstonis on the right track. Thereis muchto beproudof. I wish to acknowledgethe City
Controller, the membersof the City Council, our local community leadersand all City
employeesfor theircontributionsto ourprogress.

)relY~~~

LeeP. Brown
Mayor
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